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OPIMON AND OT'DER

Petlt loner appeals frou a dental of clalms for refund of

taxea patd. The petlt loner ie a natlonal banktng aseoclatlon

organlzed rsrder the larrs of the Unlted Statee wlch lts prlnclpal

executlva offlca ln the Dlstrtct of Co1unbla. 'Ihe taxes ln

controvorty are t 'grooo eerningsrr taxes of thc Dlstrict of

Colunbta purouant  to sect lon 47-1701,  Dlst r lc t  o f  Col tunbJa Code,

1967 cd.
i . c ts

0n or about July 28, 1970, the bank flled lte report. of

gross eanrlngs for flecal year 1971, rrhlch report covered lncome

recelved by thc bank for the perlod July 1, 1969, to .!une 30,

1970, In lte eald report, aa lt had conotetently done ln prlor

years, tho bank clalned excl.uelon of l"ntorcst recelved on U. S.

Treaeury and U. S. agency eecuritlee frorn the gross camlngs bane

on nhich tho tex le asgesged. In lts sald report, a8 lt had

conslstently done ln prlor yeara, the bank clained excluston of

lntbreat on IIIMA securltlee, treatlng, such securltlee as U. S.
i

agency recurl t lea. (P.1 l locket No. 2l . t t0).

Pursuant to Bhst reportr  tho bank recelved a bt l l  for f l rst-

half Caxoc due tn September, 1970, th tlre arnounL of $61 1957.32, whlch

snount rre pald on or before Septcrnber 30, 1970. On o.:. aboui

February 1, 197L, the bank rccolved a lclter fron the Dlstrlct of

Coluobla C'overnment advtslng, that llre banktF report of groee

earnlnge had bearr adJusted to lnclur lc tntarcst recalvcd by t l re

banlr on FHMA recurltlea, Federal l.and lla:rkn securlllco, and lbderal

b
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Home Loan Bank secur lc les,  and that  a "correcced b l l l t 'would be

subrnl t ted.  (P. ,  Doclcet  No.  2180).  Pureuant  to the foregolng,

on or about February 5, 1971, che bank recelved a revlsed bll l

for  f l rs t -hal f  taxes for  f lscal  year  1971,  c la ln lng an addl t lonal

anount  of  taxes due of  $271913.07,  lnc ludtng a penal ty  of  $t  t329.L9.

Addltlonally, the bank recel.ved a bll l  for second-half taxee due

ln l larch,  1971,  ln  the amount  of  S881541.20 (or lg lnal ly  only

$611957.32 would have been payable).  The total  def lc lency aaseesed

for flecal year l97I was therefore $54r 496.95r' lncluding a penalty

of $l ,  329.L9. (P. Ibcket No. 2L80) .

By letter dated March 25, L97L, from counsel to the bank

to the lleparcnent of Flnance and Revenue, the bank protested the

above deflclency assessrent. (P., Docket No. 2180). 0n t{arch 31,

1971, (as per let ter dated lhrch 31, 1971, froo t '11111ao C. Matla,

Conptrol ler) ,  the bank pald $611957.32, repreeent lng gecond-half

taxes conceded to be due for flacal year 1971, but withheld

$261583.88 ghoun on the revleed b111 for eecond-half ta:rea, pendlng

a reaponse to pet l t tonerrg ldarch 25 let ter.  (P. Docket No. '2180.)

8y let ter dated Aprl l  5,  1971, fron the Dlstr lct  of  Colunbla

Covernnent to the Bankto couneel, the reepondent advleed that lt

agreed wlth the banLre poeltlori that interest on Federal land Banks

securltlee end Fe<ieral Home Loan Bank'eecurltlee le not taxable as

gross earnlnge, but relterated lts vlew that lnterest on ill}lA

eecurltlee la taxable, based upon lte lnterpretatloo of Publlc Law

90-448, pOth Congrese. (P.,  Docket No. 2f80).  Oo or about Aprt l  9 '

1971r c(re bank recelved a secqrd revlsed bl1l  for f lecal year 1971,

ellnlnatlng tax on lnterest of Federal Land Bank aecurltler and

Fedcral Horne lpan Bank eecurltlee and ellnlnetJng, the penalty, but

lncludlng tex on lntorest on FNl.lA securttles, ar|d lndlcatlng r

def lelency for f lecal year 1971 of S32,733.32. (P.,  D6ckct No. 2f80).

Sald amonnt naa paid under protest on or airout Auguet 27, L97L.

(P . ,  Docket  No.  2180) .
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A claln for refund aa to sald amount,  wlth lnterest,  wae f l red

on or about,  Augusr 27, LgiL. (p. ,  Docket No. 21go).  The cla1n for

refund vae denied by undated let ter receLved froo the Dlrector of

Flnance and Revenue by the bankrs counsel on Noveober ll, LglL.

(P- '  Docket No. 2180).  A pet l t ion appeal lng from the denial  of

the refund clelm wag frled wl.th the Superior court of the Dlstrlct

of Colnubta, Tax Dlvlelon, on February 24, Lg7Z.

on Auguat 3r, 1971' the bank flled irs reporr of groae earnlngs

for flecal year L972, coverlng earninga for the pertod July l, 1970,

to June 30, 1971' rn its report, the bank claftned exclualon of

lnterest recelved o'n u. s. Treaaury and u. s. agency securltleg

(lncludlng eecurttles of FNl,tA.) p., D,ocket No. 2192). pursuent to

tte eald report, the bank recelved a ta:t bill for ftrst-half texes

due for flecal yeat 1972 ln the anount of $721401.65, vhlch amounc

lncluded ta:c on lnterest recelved by the bank on IhIMA aecurltlee.

(P . ,  Docket  No.  2192) .

The sald soount of 9721401.65 was pald on september 3or. l9zl .

of  the gald aoourt ,  9101379.38 was pald under protest.  (p. ,  Ibcket

No. 2192).  A claln for refund of $101379.39, wlth lnreresr,

(cratnlng an overpayment for the flrst half of flscel year 1972),

wae flled on or about october 15, 1971. (p., Docket No. zLg2).

The claln for refund flled october 15, 1971, was denled by rerter

froo the Departnent of Flnance and Revenue, recelved by couneel

for thE bank on liovernber 11, 1971. (p. Docket No. 2192).

A pptltlon appeallnig fron denlar of the clalu for refund flledt

on october 15' 1971 wae fued wlth the superlor court of thc

Dlctr lct  of  colrnbla, Tax Dlvlelon, on Februarl  24, Lg72. slnce

the ta:( for the entlre year 1972 had not been pald st the tlr€ the

Petltl 'n wae flled, uptl0n uae lo.de by perlcloner and grentiad by

chle court for voluntary dlarutseal wlthout preJudlcc for euch porBlon

of the pet l t lon as related to f18cal yeat 1972.
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The bank recelved e tax btl l for second-half taxee due for

f l sca l  yea r  1972  1n  the  anoun t  o f  9721401 .65 ,  o f  wh l ch  $1O,379 .38

lncluded t,ax on lncerest recelved by the bank on FilI lA securlt lee..

(P. ,  Docket  No.  2192).  The eecdrd hal f  b111 for  f lscal  year  1972

of  $721401.65 wae paid on March 31,  1972.  Of  th le @or.u l t ,  $101379.48

wae pald rnder  proteat .  (P. ,  I locket  No.  2192.)

A claln for refund of $101379.38, rl.th lntereat, was fl led on

Aprll 3, L972t clalntng an overpaylent of taxes'for the second-half

of f lecal year 1972. Ttrle clalu waa never acted upon by reepondent,

and on July 31, 1972, the bank fl1ed an eoended c1aln for refrnd

of $20,758.75 clalulng an overpayDent of texes wlth lnterest for

the ent t re f iscal  year  1972.  (P.r  Docket  No.  2192).

The enended claLo for refund nas denied by letter of August 2'

1972 fron the Dlrector for Aeeessuent Adnlniatratlon' Dletrlct of

Colurubla Departuent of Flnance and Revenue. (P., Docket l{o. 2192).

Petttloa appeallng from Ehe denlal of the aended refund claln

rrae fl led oa October 2, L972.

The tax nlth respect to flacal year 1973 wae pald by thc

petit loner under protest on Septeobet 29, L972, and qr l ' tarch 30r

1973. A claln for refund of 918'556.68' wlth lnterest (overpaymnt

of taxeg for f lecal year 1973) r w8B ftled on August 15' 1974. The cl

for refund hae not been acted upon by the reepondent. (P.r Docket

No .  2318 ) .

Conclus long of  Law
t '

' t

A.  
I  

Ju r l ed l c t l on

, " " n m n d a t h l e c o u r t l a c k e J u r 1 e d 1 c t 1 o n t o c o n e 1 d e r

thte pet l t lon due to the runnlng of  the Btatute of  l ln l ta t lone
LI

tn caee No. 2192.- D. C. Cada 47-2403 provldea for a clmooth

\
\L

tr
I:

I

i

I

U fne fo i lowlng caoes werc consol tdated
contcndc that  pct l t loner  ls  bnrred ln
becaues thoy rolne thc rane lssues as

ln t i r le  act lon.  l teapondent
chc other  coror  aa vs l l
ln No. 2L92,
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l ln i te t lon per lod af ter  denla l  of  c ta ln for  refund n l th ln whlch

sul t  must  be f1 led Ln Super lor  Court  of  the Dlst r lcL of  Coluurbia.

Pe t l t l one r fe  f l r s t  c l a fuo  fo r  re fund  r ras  f 1 l ed  on  Oc tobe r .15 ,  1971

whLch wae denled on November 11,  1971.  Ar  the t lne of  the refund

clafuo,  only  a por t lon of  the year 's  taxes had been pald.  D.  C.  Code

47-2403 requlres the payoent of all of the tax based ou the

gueatloned aesessoeart for the entlre tex year 1n lesue before the

court  can acqulre Jur lsd lc t lon.  Dlst r lc t  o f  co l t rnbla v.  Berenter .

466  f . 2d  367  ( I 972> r  151  U .S .  App .  D .  C .19G. .  P l t t r l one r t s  roo r l on

for volr[rtery dlgnleaal nlthout preJudlce rras granted by thle court

for auch portlon of the pettt lon es relared to flscal year 1972.

Patltloner flled another refund clalur on Aprll 3, L972 and an amended

clelu on July 3L, L972 whlch were denled on Augusc 2, L972. Sult

wae fl led on October 2, L972.

Respondent contendg the runnrng of the statute began on

Novenber 11, 197i, when the frret refund clalu wae denled, therefore

barrlng thls actlon. Petltloner claine lt began on Auguet 2, LgTz

when the entlre yearre refund clafuo nae denl.ed. The court agrees

rrlth petltloner and flndg Jurtedlctlon to conglder the petltlon.

B. Tax Status of lti.l l Securlties

FNMA aecurltlee are not exenpt fron etate and local taxes

pursuant to a epectflc congreeslonal exenptlon. Thle belng the caee,

respondent contendg the prlnary issue is whether FNla eecurltlee are
ftobrtgat lone of the unlted statee" wlthln the oeanlng of 31 u.s.c.

t742, aa del lneated ln ssr l th v.  Davis,  323 u.s.  111 (1g44) and,
\ _

thereforl constltutlonally exeept fron taxatlon by the Dlstrlct of

Colunbla.

Pet i t loner contends const l tuclonal isauea are l rrelevant and

thc rolc gueet lon ie rrhether the intent of  congresg ea sGt forth ln

the co@lttee Rcport  to publ lc Law gr l l5,  conaLderea in conJunctton

rlth long eatablle.hed adolntgtretlve practlce of recpondent shoue thot

securl t iea of Federal  agenclea and tnstrumental l t les arG crcnpt frou

t l te Dp C. gmns recelpta tar lnposed on banke.

I
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Pet l t loner  a leo ra lses the quest lon whether  respondentrs

argutrents are El.rnely. Petlt loner clalrns that respondenr. dld not

ralee the ebove arguDents at the hearlng and, therefore, should

be eetopped fron ralalng ghem nos. Flndtng that t.he petlt loner

ls not preJudlced by aubrolsslon of respondent'e arguments, the

Court w111 conelder the arguoents ln rullng on the petlt lon.

On the guestton of whether lt 18 neceasary co deterulne lf.

theee aecurit l.ee are the type of credlt lnstruDentallt lea whlch

are conetltutlonslly exelopt fron atate and local taxatl.on, the

Court agree8 lf lth petlt loner that lt ls not.. Petlt loner doee nor

conteud thet FIS{A eecurit lee are constltutlonally erenpt froo the

D. C. grosa receipts tax. The Congrese haa a speclal relatlonshlp

slth the Dlstrlct of Colunbla, 1.e., lt exercieea excluslve power

to leglelate for the Dlstrlct of Colunbla. Thle relatlonahlp ls

dellneated 1n Nield v. Dlstrlct of Colunbia, 7l App. D. C. 306f

110 r.2d 246.

\

Pouer to 1c3tolate for tho Dlotrlct of
Colnnbla 18 c:iprcoely dcle3ated by th.: Cen^tttrlt,Lon.
Artlcle i, Section B, clause i7, gi.vcc to Con3reco
power "To exerclee e::ci.tre-"tye Lel{sia:: ' .I,:r ir r!- ' . -cases
r,rhairocver, over such Dlstr{cc (not c::eeeclin3 ten
nl1ee square) aa tuay, by ceoslon of perlicuiar ocates,
tnd the Acccptcnce of Con3reso, bcco::: c. ' lc Seot, o! the
C,overnmcnt of the Unlted Scatcc, ** [c:i7l:a:1a c.ddedJ
Ttrat del,e[at1on io eruccpln3 and i.nclullvc in ciraracter
to tlre end chat Congreso nay lcglali:tc wlthj.n the
Dlotrlct for evcry proper purpooe of ;ovcni:en3.
l{lthln thc Distrlct of Colunbla, thcre j.s no divlslon
of leglelatlve powers such as exl.ets bcB:een the
fcderal and stace governmenta. ln.rtead t, lere ls a
coneolldatlon thcreof, whlch incLudec wi.thin i.ts
breadth a lJ .  proper powers of  leg is lat lon.  SubJect
only to those prohlbltLons of the Constitution whlch
act dlrcctly or by lmpllcat1on upon tirc fcdcratr
gover:nnent,r Congrcss posseoses fuli and uallnlted

Jurlsdlctlon 8o provlde for the geaeral uelfsre of
ci.t lzeas wichin thc Dlecrict of Colunbj-a by rny end
every cct of lc3lciatloir whlch Lt nay clcen concluclve
to t l ro t  end.  In  fac: .  whrn 1 i  ie l i r - i . : to l  fg :  t in

Sgi
e l ; : ^_c t e r . e.: :e : c j- : tn -,_Sgnt i e I cj-U "1, ; i.-, | 1 r..'c .c cr, :: :'o3
.^: contrarted j.: j .t1'r thi l.;n-i jed_aoirer_ oi. r ntrlr

h"" l r i .1 :urer  on l : :
tl'l 1.{-r

. r  I r v  t

rn i  ied rovrrn: i1ntv whdcl r  Con:rcss e; : r rc ' i r : . - :t l ' "  1 . { -n i  !ed rovrrn: i .
t r t th ln tho l rcundi : r tcs of  ihe Btates.  on tho oel ier .
at  309-311 [eophanle addedl

:
;

I
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Reepondent  c l tes Snlrh v.  Davla,  323 U.S.  111 (1944) rh lch

del lneatee the type of  credl t  lnaBrunenta l l t ies whlch are recognlzed

es conatl.tutlonally exenpt frou slate and local taxatlon. However,

the court Ln !4!gr sugra wae only concerned wlth the lssue of

rrhether aD open account agalnst the Unlted Statee was an

Lnstrurlentallty of the Unlted Staces and hence lrr'"nune frorn etate or

county taxatlon.

In the lnetant ca8e, ue are concerned wlth the Dlstrlct of

Columhta tex on grosg earnlnge on lnterest recelved fron Fl.lllA

eccurlt lee. Because C.ongress hae the excluslve power to leglslate

for thc Dlstrlct of Colurabia, th€ Court la not concetled wlth the

conatltutlonal paranetere for state and local tax exenptlons on

federal securlt iea. The Court uust base lta deterulnatlon on the

Congreeelonal intent as 1t appl{es to these partlcular eecurlt iee.

In ordor to deternlne whether Congrees lntended lnterect on

FNIIA eccurltles to be exenpt fron the Dlstrlct of Colunbla rax on

gross earnlngs the court uruet deternl.ne shether n[IA ls a federal

lnstruoeatallty, whlch ln turn, hae the poner to lgeue tar exenpt

federal securltles. TMo court concurra with the courtra flndlng

ln Federal Natlonal il:ortgage Asgrn v. Lefkovj.Jz, 390 F. Supp. 1364

(f975) whlch holde that FNl,tA ls ln fact a federal lnatrunentallty.

F l ret  of  a l l ,  l le  f lnd ln  p la lnt t f f ra
favor on thc threshold questlon to the
Supremacy CLauee clafun, 1.e., we flnd tlr3t
IIN}{A ls ln fact a federal lnetrupgntallty.
A glance at the federal leglslatlon LnvoLved,
12  U .S .C .  S  1716  e t  seq . ,  i eaves  l : i . t e l e  Coub t
that Con3rese lntended FNMA to be rccogrrlzed
as a federal lnstrunencaltty. As ncntloned

. above, Fli{A le subJect, to the gcnerol
i regulatory power of the Secretary of t louol.ng

1  cnd  Urban  Deve lopnen t .  12  U .S .C .  $  1723a (h ) .
The Secretary of the Treasury alao hao epcclflc
regulatory power over certaln of Fliy.Ars
f lnancla l  t ransact lons,  and ls  author lzed to
purchase and hold as nuch as two bllLlon dollarg

.  Ln obl lgat lons lsgued by FNl lA.  See 12 U.S.C.
g 1719. Furthr:rmre, Congrees hae exeopted
ENl,lA fron havlng to quallfy to do bus!.ness

.  l n  any  r t e t s ,  12  U .S .C .  g  1723a (a ) ,  and

:
I:
lJ.

I
I



cloaked Fl.Dur wlth lnnunlty from srate tartatlon
(w tEh  the  excep t i on  o (  rea l  es ta te  l axes ) ,
12 'U .s . c .  $1723a (c )  (1 ) .  I t  i s  c l ea r  t ha t  F . } ;MA
performs a s lgnl f icaot  governmental  funct lon ln
i ts  secondary mortgag.e narket  oPerat lons,  see
1 2  U . S . C .  $ $ f  7 1 6 ( a )  '  l 9 l 7  ( a )  ( f  )  ,  a n d  t h a t  t l r e
federal  government  has an cxtenslve ln terest  and
lnvolvement  ln  eor tgage oarket  a8sls tance.  at  1358

There has been sode questl.on about the status of FNilA elnce tts

zl
reorganlzatlon ln 1958 pursuant to Publlc Lau 90-448. The Internal

Revenue Servlce, Ln a letter dated i lay 6, 1971 (eee Exhlblt A

attached), ruled that notulthetandlng the partit lon of FNIA ln 1968

the aggoclatlon renained an lnstrurnentallty of the United States.

The nrllng rsfers to leglelatlve hi8tory vhlch.ghob'e the Congreeglonal

lntent to teep the speclal relatlonshlp between FNIIA and the Federal

C'overnment. Speclftcallyr the CongressLonal lotent la oanlfeated

by the follorl.ng:

"The ncw FifltA would be a Governnent-
eponoored prlvate corporatlon, reg,ulated
by the Sccretary (of Houslng and Urban
Developuent) and would have a atatus
analogous to thaE of the Federal land
banke and che Federal hone loan banlts."
U. S. Code Congreselonal and Adninlstratlve
News, 90th Congreas, 2nd Sesslon, 1968
2 ps. 2943-2944.

" . . . that  the Secretary of  Houslng end
Urban Developmcnt ehall have 6eneral re3ulatory
po$ers over the Federal Natlonal Morcga;e
Assoclatlon and shall nake such rules and
rogulatlone as ehall be necessary and proPor
to lnsure that the purpoaes of thte tlt i ,e nre
acconpLlehed.  Nro stock,  obl lgactonr  oecur l ty ,
or  other  lnetrucent  shal l  be leeued by the
corporatlon wlthou! che prlor approval of the
Secretary.  t t

( t )he eecretary t " ,  t "O"r te that  a reesonc5le

?ort lon of  the corporat{onts mor igage purchasea
'  be re lated to the nat lonal  goal  of  prov ld lng

\  adequate houelng for  low and noderate Lncono
fa l r l l lee .  .  . "  Sect lon 802(ec)  of  the Houelng
and Urban Developrnent Act of 1968.

U By amendnents rl1de ln 1958' l 'Ntrl i [ wse Partlt loned lnto two
6eparate entlt les' onc to be &nown as C'overnnsnt Natlonal
Mortgage Asaoclat lon (GN&f) ,  the other  to reta ln the nctre
FN}IA. GNIIA rernalned ln the Governloenc ' and ltii'lA beccrae
entlrely prtvately owned by ret,lr lng the Governnent-held
rtock.

tf
I
I
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In a ruemoranduro from the Senlor Vlce-Prcstdent and General

Counsel of FNMA, James E. Murray cntlt led "Stacug of FMIA Debentures

and Dl .gcount  Notes ag rFederal  Agency Secur l t lest" r .September 1,

1972 (eee Exhlb l t  B at tached) concludee:

"The legls lac lve h ls tory of  the Houatng
and Urban Developnent  Act  of  1958,  whlch
enabled Il{ l1A to become entlrely privately
owned,  lnd lcacee c lenr ly  thac Congress ln tended
that FNMA nonetheleBs retaln a epeclal
rclatlonshlp to the Federal Governmerrt.rl

Thc court elso uotea thst FNMA v. Lefkowltz, supra waa

dectded 1n 1975 after reorgmlzatlon. The court ftnde rhet FNMA

retalncd lts atatus as a federal lnstrune,nti l l ty after 1968.

l{ext, a determlnatloo mrst be nade a8 to whether Congreaa

lntended FNl.lA to lesue tax exenpt federal securltl.ee. In the saue I.R.

letter rullng of May 6, 1971, referred to above and attached hereto,

thc Dlrector of the Income Tax Dlvislon brlefly outllned the hletory

of FNI{A and held that FNMA securttLea are governnenc aecuritlea, and

whllc not Suaranteed by the Unl.ted States, are supported by the

corporetlonrs atatutory authorlty to borrow fron the unlted statee I
I

TreaeutT whlch entltles then to tax exeopt statue. i

The rnernorandum fron the Vlce-Prestdent and General Counsel of I
I

FI{MA also concluded that FNilA eecurltles are Federal Agency Securtcles,i
i:

s ta t lng :

"Since the 1968 enactnent, the Congress has
on oeveral occaglono clearly lncllcatcd that Fi&{Ars
obl lgat I .ona arc s t l l l  coneldered to be Federal
agency eccur l t les.  In  repor t ing a b l l I  r * r lch
would aliov connerclal banks to invest part, of
thel r  requl red reserves 1n obl lg ic lons ' rLssued by
Federal  Agenclesr"  the l louse of  Re2reeentat lves

. BankLng and Currency Conu,rl ltee stated Ir. '${Are
r  obl l3aclone uere tnc ludcd.o In rcpor t lng b l l1s

r to ollow E{A reoerve funde to be lnvcsted ln'  
ob l l ga t l ons  o f  "any  agency  o f  t l r e  Un l t ed  S to tea r ' l
both Banklng and Currency Cornmlt teel  of  tho
Congreoo deecr lbcd t l ra t  langusgc ao i l tnc ludlng,  for
these purpoaeat  the Federal .  Naclonal  l lor tgagc
Aeeoclat lon.r r r r '  (See Exhlb l t  B at tached)

Followlng the I.R.S. and Fl$lA reasonLng, the court f lnde that

Congreae eulhorlzed FNMA to lsaue tax excmpt governnent aecurtttea.
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Flnal ly ,  { t  has been establ lshed that  ln t .ercst  an( l  r t lv lc lende

recelved by banks and bul ld ing aseoclat ione on gecur l t ies and

obllgatlone lesued by the Federal Governroent and lts agencies and

inecrroenta l l t les le  not  lnc ludable ln  grose earnlnge for  purpoees

of detemlnlng the ta:r payable under Sectlon 47-L7O3t D. C. Code

1951, nhlch sectlon levieg a cax upon the gro6e earnlngs of banks

ln the Dlstrlct of Colr.unbla. ltr le rullng was rnade by a lerter

legued by Cheater l l . Gray, Corporatlon Counsel, Distrlct of Colunbla,

dated Aprll 12, 1961. (Exhlblt C, attached). Thle oplnion over-

turned a prewlous rullng by the Corporatlon Couneel after clarlf lcatlor

froru Congreaa concernlng an amendment to eectlon 4 of the Publlc llebt

Act of 1941, whlch reads ae followe:

NDED TOR fiiE LEGISLATION

Scct lon 4(o)  of  the Publ lc  Debt  Act  of
1941, as an:ndcd by the Publtc Debt Act of L942,
provideo that "i.ntcrest upon obllgaclons and
dlv{dende, eornlnSo, or other incorne from
ahareo,  ccr t l f lcatea,  s iock,  or  other  ev ldencee
of ormcrchlp, anci gal.n fron the eale or other
dtapocl8lon of cucl: ob115at1.ono aad evj.dences
of ormcrrl:1p Lccucd on or aftcr the effcct,lve
dato of rl:n PubLic Debr Acr of 1942 by the
U:rl.ccd Stntoc o;: ary cgency or lnstruu:ntallty
thereof ch.rii noi ilav: anir s:(.:?a1on, as
ouch, cad Locc f;c:r the oale or othcr
dlepooLti.on of cr:ch obli3atlonc or evidencec
of ownereirtp ohaii. noc havc any epeclal trcct-
@nt, ao auch, uildcr Federal tax ecte norJ or
hercaf tor enacteci. 'r

lhe Corporatica Coil iteel for the Dlccrlct
of Colunbla hne ccl.;trued ths r,orcls "IedcraL
to:i actgtf to lnciuic the Act of Juty 1, i902
(32 Stat. 619) vhicir lnpoces an annual te:i
upon tho gross earnf"n3s of bankc ln the Discrlct
of Coiunbla. Thc effect of ouch a conatruct{on,
lf followod by tha Dtonrlct governnent, r.rould be
to lequlre the lncluelon of lncome.fron Federal
sqcurlEr.es held by sucir banks ln thelr gro8e
aarnlngs subject to trx.
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'  
The legls lat lve h ls tory of  sect lon 4 of

the Pub11c Debt  Act  of  1941,  as or lg inal ly
enacted or as arnended by the Publlc Debt Act
of  1942,  lnd icates no lnCent  to permi t  taxat ion
of  Fedcral  secur l t les by other  Jur lsd lc t lons
th8n the Federal Government. It ls the oplnlon .
of your conutlf,tee, therefore, that any anbLguity
ln thls respect 1n the exlstlng language of the
aectlon should be elinlnated.

LIMITED EFFECT OF THE PIJELIC DEBT ACT

The Publlc D3bt Acr of 1941 -ade no change
ln the taxable status of Federal obllgatlone
under State or 1ocal J.aw, nor any change ln the
ta:<able etatug of State or local obllgationa urder
Federal law.

The views of the Treasury Departurent and of
the Board of  Couar lsstoners of  the Dist r lc t  o f
Colunbla on the btl l are expressed i.n the following
letters addressed to the chairman of your conm{ttee:

Treasury Departnent
Washlngton 25, May 5, L947

Governne.nt of the Dlstrict of Colunbla
tJaehlngton 4, D. C., May 9, 1947

llon. Horold Knutoon,
Chalrroan, Comrlt,tee on llays and Meano,

House of Repreeentatlves, l{ashlngton 25, S. C.

lfy llear Mr. lhutton: fte Com';rissionerg havc for
report H. l i . 2872, Elgllt leth Congrccs, o blLi. to
ancnd further Bcction 4 of the Pub1lc Debt Act of
1941,  as a iacnded,  and c lar l fy  l te  appl lcat fon,
snd for other purposes.

Thle btl1 furthcr amende eubsecttron I of
sect lon 4 of  Che Publ lc  Debt  Act  of  i94 i . ,  ae
amended, by strfl ' . ln3 out the wgrds "IcdcraL tax
acta now or  hereaf ter  enactedt '  and lnccr t in3
Ln lleu thereof thc worde rrthe Internal Levenuc
C,ode, or larrs an:ndatory or oupplcnentary l i lercto.rl
The purpoee of thls srendnenE. Is to preclude, beyond
quest lon,  the taxat lon of  ihe ln teres i  on
obl lgaclone of  the Unl ted Scaces under the provletona
bf the Btatute levylng upon banko ln the Di.strlet of
ChunUta a tsx upon g,ross earnlnge (aec. 47-1701, D. C.
Code ,  1940  ed . ) .
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In  t he  case  o f  D l s t r i . c t  o f  Co lunb ja  v .  R igp .s

.N^trrl":= Ilank ( (oe.r.ria@. o.d-Tg,
30  Fed .  (2 )  873 ) ,  l t  was  he ld  t ha r ,  unde r  t he  t hen -
ex l s t i ng  s ta tu tes  exe rnp t i ng  ob l l ga t i ons  o f  t he
Un l ted  S ta tes  f r oo  taxa t i on ,  t he  D i s t r l c t  o f  CoLumb la
had no author l ty  to  lnc lude the ln terest .  therefrom
ln coroput tng,  for  the purpose of  taxat lon,  the gross
earnl .ngs of  banke.  l lowever,  on March 28,  L942,
sectlon 4 of che Publlc Debt Act was arnended to
provide thac obl l ;ar lons of  the Unlced Sta ies
{eeued af ter  the cf fect lve date of  the amendment
should not have any exemptlon as such "under the
Federal tax acts aorr or hereafter enacted.tt The
CorporaElon Counsel of t lre Dle trlct h,gs recently
held that ,  s lnce the stacute under which the
Distrlct of Colur5la levles taxcs upon banlc Ls
an act of Con5reso, 1t j.s a Federal tax act r.rithtn
the nreaning of the Publlc Debt, Act and that the
obl lgat lons lssued by che Unl ted States af ter  the
effectlve dare of auch ari:endnent are eubject. to
Dlatrlct taxation. TAe Conptroller of the Currcncy
and the gencral counsel for the Treasuril Dcpc,rinent
have advlsed the ccnnl.ssloners there wae no intcnt
on Bhelr part, ln drafclng the 1942 anencl;:?nE so
the Publlc Debt Act, to nake the obllgatlons of the
Unlred Stat,es and the lncoae thcrcfron cubjccc to
ta:6tion erie::pt r::dcr thc Internal ilevcnr,:e Cods.
Thls amcndnent r.r:'.es clear tho tntent and tlie
Conmlssloners havo no obJectlon to the paooage of
th le b l l l .

Co:rls:: ' ,oncrc hevc been advtccd by the
thc Ducl;ct thaC there 1o no objccllon on

of that office to eubnleelon of rhle
the Congresa.

r l
rl
l

l l

Bureau of
the part
report to

Reapectfully'

JOI.III N.USSSLL YOIN;G,
Proaldent, Board of ConlrlseLonere

After revlewing the legtslatlve hlstory, Corporatlon Counsel

concluded:

In  v lcw of  the legls lat lve h ls tory of  Publ lc
Law 116,  80th Congreso,  I  am constra lned to concludc.
under all the clrcumstances, that nry oplnlon of
Ap r l l  12 ,  1961 ,  wce  Jnco r rec t ,  and  cha t  l n te res t  and
dlvldendrr rccelvcd by banke and butldtng associatlone
on secur t t les and obl igat lons lseued by the Federel
GovernnenE. and l te  ageucles and lnst rurnenta l l t , les te
not \ lnc ludable ln  gross earnlnge for  purposco of
deterulnlng the tax payable under Bect,lon 47-L703,
D.  C.  Code,  f951.  i t  fo l lowe that ,  ln tercst  and
dlv ldends rccc lved on secur l . t les and obi lgoelons
lesued by atot ,er  county,  and r runlc lpal  governnenta
and thel r  inst rurnenta l l t les ls  l lkewlse noc
lnc ludable ln  grosa earntnge for  purposeg of  tax
under scct lon 47-L703.
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The tax ln  quest lon Lnvolvee secur i t ies lsaued and purchased

both pr lor  to  and ,  -er  reorganlzat , lon.  Apparent ly ,  t .  Dlet r lc t

of Coluabla ls not relylng on ihe reorganlzatlon of B{l ' lA'for thelr

change of  pol lcy regardlng the cax stacus of  in teresc on FNMA

lt
secur l t les.  Nonetheless,  the Court  feels  l t  ls  unnecessary to

declde whether the establlshed adtoinlstratlve practlce of the

Distrlct of Colunbla concerning tax aasessnent on Fl,iMA eecurit les

ls dlsposlttve ln thl.s case. The Congresslonel lntent le clear,

lnterest on obllgatLons and BecurLtles of the Unlted State8 ere not

tar<able trrder the provlslons of aectlon 47-1703, D. C. Code, 1967 ed.

Ttre Congresslonal Lntenc ls also clear that securlt les leeued by

Fli lMA are tax exempt securLties of the U. S. Government. Tharefore,

pet l t lonerra refund ls  granted.
I

Wherefore, Lt ls, ci. irs 1$.Eay of July, 1978, hereby,

0RDERED, thac petlt lonerts appeal fron denlal of clafto for

refrmd ls granted. It le further,

ORDERED, that couneel shall calculate the amount of the

Judgnent and lntereet and the sane shall be approved by the court.

BY IlIE COIIRT:
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l l  1/  In a leLter dated Aprt l  5,  1971.,  the governnent based l ts dental
[t of tax refund on FtI]tA reorganizatlon ln i968. However, the
ll government ln 1ts response to thls petltlon, <ioec not rely on
ll ttre reorganlzatlon of Ff[]tA but clafine FM1A oecurlt.l.es are not
l l  obl lgattone of the Unlted States and thcy are not cnt l t led to
ll t"x exenptiolls, or exenpt pursuant to epeclfic Congreeelonal

il ""actrnenr.t l

[! Coplct Scrrrod:
it
l l  Aflen K. Halporin, Esqulro
li Pepper, tlamllto;r 0 Schestz
l l  1776 F Stroct, Northwcst
l l  Washlngton, D. C. 20006. t l

11 Rfchar<t Flto, Esqulre- ,,
il Asststant Corporarlor Counsol, D. C. /,, /,/

r  l l  A  r , . t * e -  , - d: fl rtr. xonneth Back ( lttJ-l' l/id/70
i l Pinanco 0fflcer, D. C. f r lt
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